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CERTIFIED H A I L  

Dear Applicant: 

We have ccmpleted our review of your applicat ion f o r  recognition of exemption 
from federa l  income tax under sect ion 5011c1(3) of the Inteznal Revenue Code. 

The evidence submitted ind ica t e s  tha t  you .#@re incorporated ****  *  ****, 
under t h e  laws of **  * * * * * *  ** *******  . A r t i c l e  I1 o r  your Art icles  of 
Incorporation s t a t e  tha t  "the Corporation is organized fo r  char i tab le ,  
l i t e r a r y ,  a r t i s t i c  and eC ~ e a t i o n a l  purposes and t o  produce and d i s t r i b u t e  
rad io ,  f i lm,  and video programming tha t  seeks t o  educate and inform the 
general  public  about sub jec t s  of social  and p o l i t i c a l  import, t o  sponsor 
communications aorkshops and seminars tha t  a re  open to  the public-at-large, t o  
sponsor film and ~ i d e ~  f e s t i v a l s  that showcase independent productions, t o  
provide f i s c a l  management representat ion for  r ad io ,  film and video prodi~cers - 
who a re  i n  need of nan-profi t  sponsorship of a non-profit organization t o  
r e c ~ i v e  funding from a n  organizat ion,  conpany o r  agency t h a t  w i l l  onl.. please 
funds t o  a qua l i f i ed  organizat ion tax exempt e n t i t y .  You s t a t e  th ~ u r  
organizat ion w i l l  s e l e c t  t he  projects  f o r  sponsorship and the f i s ca  manager 
w i l l  then review t h e  proposal and budget and a s ses s  a f i s c a l  handling f ee  t o  
the  agency providing funds. This handling fee  w i l l  range from *** % of the 
funding request which w i l l  be returned t o  your organization. You s t a t e  tha t  
your f i s c a l  management f e e  i s  based on what s i m i l a r  organizations are charging 
and tha t  a **% p r o f i t  is ant icipated f o r  your organization fo r  providing t h i s  
serv ice .  

Other a c t i v i t i e s  of your organization include managing day to  day business and 
f i s c a l  a f f a i r s ,  overse;,:ing f i s c a l  management serv ices ,  fundraising and 
proposal wri t ing,  adve r t i s ing  your serv ices  i n  t r ade  nagazirles and art/media 
publicat ions and s e l l i n g  r ad io  programming to  National Public Radio Sta t ions  
t h a t  are nonprofit .  The charge t o  each s t a t i o n  for these services is "what 
the  market w i l l  bear." 

You a l s o  s t a t e  tha t  your organization expects t o  provide information tha t  is 
" p o l i t i c a l l y  important" to the a r t s  and media such as  sponsoring programs tha t  
cbncern proposed l e g i s l a t i o n  af fec t ing  the a r t s ,  o r  the r i g h t  of the 
government t o  withhold funds, grants  and other subsidies  when a controversial  
i ssue  is involved. 
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You a l so  s t a t e  i n  your application tha t ,  t o  date,  the only program, sponsored 
by your organization i s  **** *****   which was written and produced by your 
president. This individual a l so  makes the preliminary decision on whether t o  
accept o r  r e j e c t  a project and a11 r i gh t s  t c  projects sponsored by your 
organization remain with the ar t i s t /producer  rather tban w i t h  your nonprofit 
organization. You a l so  s t a t e  tha t  your Board of Directors, which includes 
your President ,  determines t h e  s a l a r i e s  paid t o  the President and Secretary of 
YOUP organization. 

Incone t o  your orgaaization is expected from grants, **  %' f i s c a l  management 
services ,  ****%, s ta t ion  fees, sale sf t ranscr ip ts  and reg i s t ra t ions  f ros 
workshops *3 and coatrdbutisns ** %. 

Expenses are  shown for  sa:Laries, rent ,  b t i l i t i e s ,  print ing and adfrertising. 

Section 501 (c)  ( 3 )  provides f o r  exemption fron federal incsae t a x  of 
organizations organized and operated e x c . l u s i # ~ ~ ~  fo r  re l igf  oua, educational, 
charitable, s c i e n t i f i c  and other s t a ted  p&rp~ses. 

Income Tax Regulations section 1.501 (c) 191 - A  (94 (11 provides tha t ,  t o  be 
exempt, an srganizatioc described fn  section 501(c1(3) must be both organized 
and operated exclusively for one a r  more purposes described i n  t h i s  section. 
If an organization f a i l s  to  eeet  either the  organizational test  or the  
operational  test, i t  is not exsspt. 

Regulations section 1.501 (c)  ( 3 )  -1 (b) (1) specif ies  tbat an organization is 
organized exclusively for one or more exempt purposes only i f  i t s  a r t i c l e s  of 
organization l i m i t  the purposes of such organization t o  one or more exempt 
purposes. 

Section 1.501 (c) (3 1-1 (k) (1) ( i v )  of the Income Tax Regulations s t a t e s  t h a t  an 
organization w i l l  not be considered organized exclusively for  one o r  more 
exempt purposes, i f  by the terms of i . t a  a r t i c l e s ,  the purposes fo r  which the 
organization is  created a re  broader than those specified i n  section 501(c3 ( 3 ) .  

Regulations section 1.501(c) (3 ) - l (c )  (1) s t ipu la tes  tbat  an organization w i l l  
be regarded as operated exclusively for one or more exempt purposes only i f  i t  
engages primarily i n  a c t i v i t i e s  which accomplish any of t h e  a c t i v i t i e s  
specif ied i n  section 501(c) ( 3 ) .  An organization w i l l  not be so regarded i f  
more tban a r  insubstantial part  of its ac t i v i t i e s  is not i n  furtherance of an 
exempt purpose. 

Regulations section 1.501 (c) ( 3 )  -(l) (d )  (1) (ii) specifies that  an organization 
I s  not organized or operated exclusively for  exempt purposes unless I t  serves 
public ra ther  than private i n t e r e s t s .  



I n  Bet ter  Business B~lreau v. t~,.ited Sta tes ,  326 U.S .  279. 283 (1945);  the  
Supreme Court s t a t ed  t t a t  in x d e r  t o  f a l l  within t h e  claimed exemption, an 
o r ~ a n i z a t i o n  must  be devoted exclusively to a purpose specif ied i n  s ec t ion  
5011cbl3). This meims t h a t  the przsence of a single-non-exempt purpose, if 
s u b s t a n t i a l  in nature,  w i l i  destroy the exemption regiwdless of the number or 
importance of t ruly educational or o ther  exempt purposes. 

fn Revenue Ruling 73-369, 1972-2, C.B. 245, an exemption was denied t o  an 
organizat ion formt~d t o  provide managerial and consulting services a t  c o s t  t o  
unre la ted  exempt organizat ions on the grwund t h a t  it was not "operated 
exclusively" fo r  exempt purposes under sec t ion  501(c) ( 3 ) .  This ru l ing  s t a t e s ,  
i n  p a r t ,  tha t  ". . 'providing managerial and consulting s~ervices on a regular  
b a s i s  for  a f e e  is  a t r ade  o r  business o rd ina r i ly  car r ied  on for  p ro f i t .  The 
f a c t  t h a t  the services in t h i s  case are  provided a t  cost and so le ly  for 
exempt organizutions is not su f f i c i en t  t o  charac ter ize  t h i s  ac t iv i ty  as 
c h a r i t a b l e  within the  messing of sect ion 501(c) ( 3 )  of t h e  Code. Furnishing 
t b e  serv ices  a t  cost lacks  the  donative element necessary to  es tabl i sh  t h i s  
a c t i v i t y  as charitable." 

I n  L 5 . V .  Group, Inc. v. Comaz'ission&r- of In terna l  Revenue, 70 T.C. 352, 357 
(19781, the couft pravides some guidel ines regarding whether an organization 
conducting a t rade or  business could qual i fy  f o r  exemption. The court s t a t ed  
i n  this cage tha t  i n  examining whether an organization is exeript, the c r i t i c a l  
i nqu i ry  is whether the primary purpose is an exempt purpose or  whether the  
primary purpose is  one of operating a c o m e r c i a l  bus:iness producing net 
p r o f i t s  for the organization. Several f a c t o r s  such as the par t icu lar  manner 
i n  which an organization's a c t i v i t i e s  a r e  conducted, the commercial hue of 
those ac t l .v i t ies ,  and the  existence and amount of annual or accumulated 
p r o f i t s  aye relevant evidence tha t  the organization is  not chari table and 
educationirl h!it comerc ia l .  American I n s t i t u t e  fo r  Economie Reseaqch v .  
United Sta tss ,  332 F 2% a t  938. 

To qua l i fy  for 9xe;mption under sect ion 501(c) ( 3 ) ,  the applicant org;anization 
has the  burden of ehowing (1) tha t  i s  was organized aad operated exclusively 
f o r  c h a r i t r ~ b l e ,  educational or other  s t a t ed  purposes ( 2 )  tha t  no part of i t s  
n e t  earaioqs inured t o  the  benef i t  of ti private individual  o r  shareholder, and 
( 3 )  thr~il no sirbstaatial part of i t s  act iv i t i e s  consisted of dissemination of 
propagaada or otherwise a t tenpt ing  t o  influence l eg i s l a t ion  or  engaging in 
p o l i t i c a l  ac t iv i ty ,  National Association American Churches versus 
Comaissioner, 82 TC 18 (19841. 



our review of the application submitted ind ica t e s  that your s t a t e d  purposes 
a r e  t o  educate and ~nfo rm t h e  ~ e n e r a l  public  about subjects  of s o c i a l  and 
p ~ l i  t i  cal  import. You a l so  pravide f i s c a l  management representat ion f o r  
radio,  f i lm,  and video producers who a r e  i n  meed of aan-profit sponsorship t o  
receive funding from corporations and p u b l i c  agencies. These purposes, as 
described i n  you?[ appl ica t ion ,  a r e  broader than tbose contemplated By sec t ion  
501 ( c )  (2) s i a z e  they are not exclusively char i tabf  e and educational.  
Therefore, yct~r present  a r t i c l e s  of incorporat ion 4s not aeet  the  
organizatic,aal test required t o  Be exempt under t h i s  sect ion.  

You s t a t e  i n  your apg3icetisn t h a t  one of your major a c t i v i t i e s  w i l l  be t o  
provide $is:cal aanagenent serv ices  f o r  a f e e  and ~ ~ o f u  have estimated tha t  the 
fees r i l l  be ca lcula ted  a t  *** % of t h e  tloBla3 fullding budget f o r  each project .  
You hare al.so s t a t e d  tha t  your f i s c a l  management. fee charged t o  the funding 
agency is  based on what s imi lar  organizat ions art! charging f o r  t h e  sama 
serv ices  amdl that  yuu an t i c ipz te  a ** % p r o f i t  for these serv ices  whish w i l l  be 
used t o  f un,d f zltur* pn.0 j e c t s  sponsored by your cltsganization. 

You also shsw t h a t  approximately ** 5 of your gro;iccted incoffie  ill come from 
the fdseal nanageesnt serv ices ,  **2 f ron a p@opo:**  qrant ,  *  % from sales of 
traascrbpt:~ and fees cbarqed radio s t a t i o n s ,  and ** 5 from d i r e c t  
contr ibut ions.   be evidence submitted ind ica t e s  that  a l l  of tEe serv ice3  you 
expect t o  provide are priced t o  re turn  e p r o f i t  for  your organization. These! 
ac t iv i  t ies, a s  s t a t e d ,  a r e  indist inguishable firom an ordinary business car r ied  
on f o r  p r o f i t .  :A addit ion,  it is  t J s o  noted t h a t  a relat ivukp ins ign i f i can t  
amount o t  your funding (** 41, w i l l  come d i r e c t l y  from contr ibut ions.  Based 
on t h i s  i r r f  ormation, we have concluded t h a t  your a c t i v i t i e s  are primari ly 
colmercial and t h a t  you a r e  operztmed f o r  a subs t an t i a l  non-exempt comerc ia l  
purpose. 

Ve have a l s o  reviewed the  methods, used by your organization t o  s e l e c t  pro jec ts  
t o  sponsor and have ietermined that  your president  rnaintaias s o l e  control  over 
the p ro jec t s  t o  be sponsored and. t ha t  the r i g h t s  t o  the pro jec ts  remain with 
the indiv idual  a r t  iat/producer r'atlber than your non-prof i t  organization. It 
i s  also noted t h a t  your Board of D:krectors, which includes your president ,  
maintains complete control  over th t s  s a l a r i e s  and other cfompensat ion paid t o  
your o f f i c e r s .  This control  by those i n  charge of your organization indica tes  
tha t  your organizat ion serves a subs t an t i a l  plrivate purpose of t he  founder and 
crea tor  r a the r  than required public in te res ts ; .  

Therefore, based on the information submitted, we have determined t h a t  you 
f a i l  bath the  organizat ional  and operat ional  t e s t  required to  be exempt under 
sec t ion  501 { c )  ( 3 ) .  You do not meet the organizat ional  t e s t  of t h i s  sec t ion ,  
s ince your purposes a re  broader than those required by sect ion 501(c) ( 3 ) .  You 
a l so  f a i l  t h e  opera t ional  t e s t  since you a r e  operated for  a subs t an t i a l  
non-exempt commercial purpose and :tor the  p r iva te  i n t e r e s t  of your founder and 
crea tor  r a the r  than f o r  public pur;pooes. Ther~efore, you are not e n t i t l e d  to 
exemption under sec t ion  501(c) (3) and are a taxable en t i ty .  You a r e  required 
t o  f i l e  federal  income tax returns on Form 1120. 

- r - a 
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C o n t r i b u t i o n s  t o  your o r g a n i z a t i o n  a r e  not d e d u c t i b l e  under  s e c t i o n  170 .of t h e  
Code. 

If you do  not agree with our d e t e r m i n a t i o n ,  you may r e q u e s t  consh4ePQtion cf 
t h i s  m a t t e r  by t h e  office a d  Regional  Di rec to r  ok Appeals .  To do %;his  you 
should  f i l e  a w r i t t e n  a p p e a l ,  as explained i n  t h e  enc losed  Publ'ie4,'clan $92. 
Your a p p e a l  should  ggve t h e  f a c t s ,  law, and any o t h e r  in fo rmat i9n  t o  suppor t  
your p o s i t i o n .  zf  ggi, want a h e a r i n g ,  p l e a s e  reques t  i t  when you f i l e  your 
appeal  and you will 6s Coatac ted  t o  arrange a da te .  The bearing may be held  
a t  t h e  r e g i o n a l  ofg9ce8 or'. ti! you r e q u e s t ,  a t  any mutually cGmvenient d i s t r i c t  
o f f i c e .  I f  you will bs represented by someone who is aat bne of your 
p r i n c i p a l  o f f i c e r s ,  t h a t  persars sill need t o  f i l e  a power aY a t to rney  o r  t a x  
in fo rmat ion  a u t h o r l z a t i ~ a  w i t h  ua. 

If  you do  not appeal this  d e t e r n f n a t a o n  wi th in  39 d a y s  from t h e  da te  sf t h i s  
l e t t e r ,  as expla ined i n  the enc losed  P u b l i c a t i o n  892, t b i s  will become our 
f i n a l  d e t e r m i n a t i o n  in t b i s  friwtter. I n  accordance w i t n  sect ion 6104(c) of t h e  
Code, we are n o t i f y i n g  the appropriate state o f f i c i a l s  of this determination.  
F u r t h e r ,  i f  you do not appeal t h i @  determination v i t h l n  t h e  t ime provided, i t  
w i l l  be considered by the  I n t e r n a l  Revehue Service as a f a i l u r e  t o  exhaust 
a ~ a i l a b l e  administratjve remedies. Sect ion 7 4 2 ~  ibj ( 2 )  p r o v i d e s ,  i n  p a r t ,  
t b a t ,  "A d e c l a r a t o r y  judgment or d e c r e e  under this s e c t i o n  shall n o t  be i s sued  
i n  any proceediag unl6as t b e  Tax Cour t ,  the  Claims Court ,  or t h e  d i s t r i c t  
c o u r t  of the United states f o r  t h e  District of Csluabia d e t e r n i n e s  t h a t  t h e  
organization involved has exhausted a d m i n i s t r a t i v e  remedies  avai lable  t o  i t  
wi th in  t h e  I n t e r n a l  Rovenue Service." 

Sincerely yours, 

* * *  ***** 
D i s t r i c t  Director 

Enclost4re: Publicatiorl 892 

cc: Ltate Attor'ney Osneral ***) 


